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Reading Time: 10 minutes 
Writing Time: 120 minutes 
 
INSTRUCTIONS TO CANDIDATES 
Total marks for this exam: 50 marks. 
Section A contains 10 multiple choice questions worth 2 marks each (total of 20 marks). Give only one 
answer to each question. 
Section B contains three problem solving questions worth 10 marks each (total of 30 marks).  
In Section B you must answer all questions. Identify and discuss all relevant issues and refer to 
legislation and case law to justify your answers.   
EXAM CONDITIONS 
 
You may begin writing from the commencement of the examination session.  The reading time 
indicated above is provided as a guide only. 
This is an OPEN BOOK examination 
Any calculator is permitted 
Any handwritten material is permitted 
Any hard copy, English dictionary is permitted (annotated allowed) 
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Any printed material with the exception of CDU 
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1 x 16 Page Book 
1 x 4-Multiple Choice Answer Sheet 
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Section B 
Short and Long Answer Questions 
Total Marks for this section:  30 marks 
 
This section should be answered in the Answer Booklet provided. 
 
Each question is worth 10 marks. Answer all of them.  You should aim to write 1 to 2 pages for 
each question.  
 
Suggested Time allocation for Section B:  Approximately 90 mins (i.e. 30 minutes per question) 
 
 
Question 1 [10 marks] 
 
Florentia (F) is the managing director of XO Pty Ltd, a profitable company that runs a dance 
school (mainly ballroom dancing style) and that specialises in buying and selling dance clothes 
for women - mainly between the ages of 45-65 years. XO has a board of directors that includes 5 
majority shareholders and F chairs the monthly meetings. Recently, F was having lunch with a 
friend (Luis) who has no connection whatsoever with XO although F would like him to join the 
dance school as she wants to attract more male dance partners to attend. At lunch, Luis asks F if 
her company would be interested in helping him to market a new organic deodorant that he has 
invented (made from ingredients extracted from mango skin). Luis claims his new product is 
primarily for young men and has the advantage of helping them think they are more attractive 
when they use this product. F tells Luis that her company would not be interested because it 
sells women’s dance clothing and runs a dance studio that is mainly for mature women. 
However, she offers to help him by setting up a new company called Amazing Mango Products 
Pty Ltd (AMP). F and Luis become its directors and members. As F contributed most of the set-
up capital, she became its majority member. AMP is an immediate success and quickly makes 
considerable profit. 
 
At a board meeting of XO nine months later, F proposes that XO enter into a long-term contract 
with AMP to buy supplies of organic mango-skin deodorant for re-sale. She proposes that many 
of the women who attend dance school might try it and then promote it on the internet. The 
board agrees and F negotiates with the board to receive a small commission on every sale as she 
found this business opportunity for them. XO then makes large profits from selling the organic 
deodorant. XO then learns informally that F is actually the majority member in AMP. Directors 
are very annoyed with F and want to know if anything can be done. 
 
Has F breached any of her director’s duties?  If so, what remedies should XO seek?          
 
 
Question 2 (Total 10 Marks) 
 
Gerry Bell and his wife Tina are directors of a company which trades as a small fishing retail 
business (G&T Bell Pty Ltd). Tina always said she wanted to marry Gerry because he was an 
accountant and she thought he had the financial knowledge that she did not possess. She trusted 
his business acumen. The business operates from a small shop near Darwin’s waterfront worth 
$300,000 which the company owns, although the bank holds a mortgage over the property in the 
sum of $275,000. The company also owns stock and fittings worth $15,000. Continued hot 
weather has badly affected business, but some of Gerry’s fishermen friends have told him the 
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weather would soon get better for sure. Gerry trusts his fishermen friends for their local 
knowledge and accordingly takes out advertising costing the company $50,000. Tina goes along 
with this as she trusts Gerry’s judgement although she is nervous that suppliers are still owed 
$40,000 and have not enforced their debts as they too hope the weather will improve and that 
this will help business conditions. The heat only gets worse and customers drop off. The 
advertising company owed $50,000 is not paid when the debt fell due and applies to the court 
for a winding up order.   
 
Is G&T Bell Pty Ltd insolvent? Will Gerry and Tina Bell be liable under s588G?  
 
 
Question 3 [10 marks] 
Air Con Ltd (‘Air Con’) is a company specialising in environmentally friendly air-conditioning 
systems that are totally driven by solar power. The systems rely on new-generation battery cells 
that store the solar energy. Extensive trialling Air Con systems in the Northern Territory have 
proven that the new batteries are extremely effective. 
Air Con is seeking to raise funds to expand into the Asian market, especially into the hotter, 
wealthier cities of south-eastern China. The company has just issued a short form prospectus and 
referred investors to further material lodged with ASIC. The prospectus is current and 
approximately $12.5 million has already been raised.   
In late 2016 one of the Air Con batteries caught fire and exploded. No-one was injured, but had 
anyone been nearby at the time they could have been killed. Although this was a rare incident 
the board of directors of Air Con was informed of the incident immediately.   
At the following board meeting, the Chairman of Air Con raised concern about the exploding 
battery: “We may have a problem here.” He pointed out that in the material lodged with ASIC, 
Air Con had stated that in all trialling of Air Con systems, no problems had been encountered 
and that the new battery systems were totally reliable. The Chairman explained to the board that 
investors may be concerned if they knew about the exploding battery incident. At the same time 
he acknowledged that the incident was very rare and questioned whether Air Con really needed 
to act further on this information, other than internally finding out more about what had 
happened in the exploding battery.  
Taking into consideration the nature of the incident and the Chairman’s concerns and 
comments, discuss whether Air Con’s prospectus may be in breach of Chapter 6D of the 
Corporations Act 2001. Justify your answer with reference to the relevant legislation and/or 
case law. 
